PHI LI PPI NES ECONOM C WRAP- UP
JULY 29- AUG 04, 2000

This week we report on a June rebound in export grow h,
and on new governnent efforts to strengthen anti-noney

| aundering efforts. The SEC and the BSP appear to be
cooperating in efforts to broaden disclosure of bank
ownership (in response to the enbarrassing takeover of
PNB by Lucio Tan). And, perhaps unaware of the irony of
it, Philippine tax officials are investigating all eged
perpetrators of the BW Resources scandal for tax evasion
(much i ke the U S. took down 1920's gangster Al Capone).

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our May Econom c Qutl ook, which can also be found on
our web site.
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The Phili ppine peso gai ned sone ground this week on
i ncreased trading volunmes. Most traders attributed the



nodest recovery to the rebound in regional currencies.
The peso ended the week at P44.63/US$; the July 28 cl ose
was P44. 86/ USS$.

4. The Bangko Sentral ng Pilipinas (BSP) announced on
August 3 that it would begin calculating and publishing
the "Nom nal Effective Exchange Rate (NEER)" index on a
daily basis begi nning on August 16. The NEER w Il be
included in the Bangko Sentral’s daily press rel eases on
t he nom nal peso-dollar rate. (The NEER has been
publ i shed on a nonthly basis since the 1980's.) The NEER
conputes the exchange rate against a trade-wei ghted
basket of currencies including the US Dollar, the British
Pound, the Japanese Yen and the German Mark. BSP
Managi ng Director for Research D wa Gui ngundo told
reporters that the NEER will provide the public "a
clearer picture of the purchasing power of the peso” and
al so serves as an indicator of external conpetitiveness.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
JUN 26 42. 890 42.910 73.0
27 42. 963 43. 020 63. 0
28 43. 115 43. 130 97.1
29 43. 154 43. 170 114.6
30 43. 253 43. 230 108. 6
JUL 03 43. 436 43. 530 98.1
04 43. 563 43. 535 89.0
05 43. 646 43. 690 77.5
06 43. 851 43. 950 123.1
07 43. 981 44. 030 96. 4
JUL 10 44.116 44. 305 91. 3
11 44. 769 44. 820 146. 3
12 44. 866 44. 665 162. 4
13 44. 567 44. 705 145. 3
14 44. 559 44. 520 184.0

JuL 17 44. 543 44. 590 90.

o



18 44,622 44. 540 106. 9
19 44. 456 44. 510 105.5
20 44.552 44. 585 94.5
21 44.510 44. 400 121.0
JUL 24 44.529 44. 600 108. 0
25 44. 692 44. 755 118.6
26 45. 028 45. 070 122. 5
27 44. 989 44. 875 125. 2
28 44,941 44. 860 128.0
JUuL 31 44. 960 44. 835 104.0
AUG 01 44. 808 44. 860 114. 7
02 44. 788 44. 790 116.0
03 44. 763 44. 685 134. 2
04 44. 625 44. 630 115.0

Source: Bankers Associ ation of the Philippines

The Treasury Bureau continued to exercise firmcontrol
over any increase in interest rates as it rejected all
offers for 182-day bills as "too high." At the July 31
auction, rates on 91-day bills rose a mniscule 0.6 basis
points to 8.925%on a full award of P1 billion pesos
worth of bills. Rates on the 364 day bill rose 16.6
basis points on a partial award of P1.15 billion (P1.5
billion worth of the 364-day bills were offered). Fears
that the governnment wll overshoot its P62.5 billion
deficit target for 2000 continue to exert upward pressure
on interest rates.

Simlar results were seen at the August 1 auction of 7-
year Treasury Bonds. Wth the governnent projecting an
P81 billion deficit for 2001, traders bid up rates on the
7-year paper 25 basis points to 14.25% (fromthe previous
month). Traders suggested that a full award woul d have
pushed up rates 50 basis points. As it was, P4.13
billion worth of offers were received, but the Treasury
only made awards of P1.64 billion out of the P3 billion
worth of bonds on offer.



In a bid to help finance the planned 2000 deficit of
P62.5 billion w thout jacking up donestic interest rates,
Depart ment of Finance Undersecretary Joel Banares has
said that the Departnment is looking to tap into Foreign
Currency Deposit Units (FCDUs) held by I ocal banks. The
Depart ment had pl anned foreign borrow ngs of about $1.5
billion, but only about $1.33 billion of that requirenent
has been net. The DOF is already taking to investnent
houses about devel oping a five-year bond offering.

Auction Date 91 days 182 days 364 days
JUN 26 8. 896 9. 849 10. 685
JUL 03 8. 890 9.901 10. 796
JUL 10 8. 890 no sal es no sal es
JUL 17 8. 890 9. 963 10. 989
JUL 24 8.919 10. 000 11. 010
JUL 31 8. 925 no sal es 11.176

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmercial Banks

Dat e of Survey Aver age Range

JUN 28 11. 1806 9.50 - 13.625
JUL 05 11.1715 9.50 - 13.500
JUL 12 11. 1707 9.50 - 13.500
JUL 20 11. 1540 9.50 - 13.500
JUL 27 11. 1495 9.50 - 13.500
AUG 02 11. 1546 9.50 - 13.500

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

The 33-share Philippine Stock Index (PH SIX) found a
floor at 1400 this week and recovered sonmewhat on thin



trading. Tech stocks |ike PLDT hel ped support prices,
but Philippine National Bank (PNB) shares slid on runors
that Tenpl eton Assets was selling out its 12.9% st ake.
Many traders, however, are skeptical that the 1400 fl oor
will hold and that the next floor will be in the 1340-
1350 range. Overall the Phisix ended the week at
1451.18; the July 28 close was 1437. 08.

Phi |'i ppi ne Stock Exchange I ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
JUN 26 1532. 24 628
27 1529. 37 925
28 1531. 01 873
29 1532. 74 767
30 1533. 99 938
JUL 03 1535. 65 397
04 1538. 88 525
05 1539. 92 587
06 1542. 41 687
07 1550. 60 882
JUL 10 1557. 57 765
11 1563. 08 738
12 1554. 57 902
13 1561. 52 1321
14 1553. 89 641
JUL 17 1546. 60 609
18 1528. 85 704
19 1516. 99 1,233
20 1489. 47 832
21 1479. 46 952
JUL 24 1477. 80 495
25 1481. 60 341
26 1478. 33 479
27 1448. 90 589

28 1437. 08 713



JuL 31 1417. 17 1285

AUG 01 1410. 33 544
02 1412. 77 413
03 1436. 06 533
04 1451. 18 522

Source: Philippine Stock Exchange

DRI VEN BY ELECTRONI CS, JUNE EXPORTS POST 19% GROMH

Froma 6. 7% year-on-year growh in My, nerchandi se
exports rebounded to 19.4% ($3.4 billion) in June froma
year ago, the National Statistics Ofice reported. This
was the fastest growth in eight nonths as electronic
manuf acturers reported boosting shipnents of conputer
chips, disk drives, printed circuit boards, and ot her
conponents after a two-nonth slunp. Overall, electronics
exports grew 25%to $2.2 billion in June, accounting for
65% of total exports. The second | eading export,
outperformng garnments and textiles ($247 mllion), is
machi nery and transport equi pnent, which earned $437
mllion contributing nearly 13%to total June exports.

For January to June, nerchandi se shipnments totaled $17.6
billion, up 11.5% from | ast year but slower than 1999's
conparable growh of 13.6% as exports of electronics

sl ackened during the early nonths of this year. The U S
accounted for the largest share (29% of total exports

for the first six nmonths, absorbing nearly a quarter of

el ectroni cs shipnents and about three-fourth of garnent
sal es. Second | argest market but accounting for just 14%
of total exports is Japan. A 37%surge in shipnents to
Taiwan (7.6% contributed to the recovery in exports.

An official of the Sem conductor and El ectronics
Institute of the Philippines, Inc. (SEIPI) said that
April and May shipnments were particularly slowed by the
Tai wan- Phi | i ppi nes air dispute, and a decline in average
selling prices of sonme electronic products in the world
market. The SEIPI official sees electronics exports
going up again with the energence of information

t echnol ogy and busi ness-to-busi ness el ectroni c conmerce.
BSP Governor Rafael Buenaventura has remarked that



growi ng el ectronics exports should help inprove the
country's chance of achieving its economc growh target.

Phi | i ppi ne Export Performance
January — June 2000

1999 2000 Pct Change

(FOB, MIlion US$) (yly)
January 2,581 2,717 5.3
February 2,569 2,902 13.0
Mar ch 2,702 2,989 10.6
April 2, 346 2,668 13.7
May 2,747 2,931 6.7
June 2, 857 3,410 19. 4
Jan- June 15, 802 17, 617 11.5

Sour ce: Nati onal Statistics Ofice

Tabl e 2

Leadi ng Phil i ppi ne Exports
January - June 2000

1999 2000 Pct Growth
(Value in MI119) (yly)
Total Exports 15, 802 17,617 11.5
Manuf act ur es: 14,199 15, 796 11.2
El ectronics 9, 265 10, 365 11.9

Machi nery and

transport eqpnt 2,142 2,701 26.1
Garnments & textiles 1,155 1, 289 11.6
O her manuf act ures 1, 637 1, 441 (12.0)
Tradi tional products: 1, 064 1, 354 27.2
M neral s 290 349 20. 3
Fruits & vegetabl es 234 279 19.2
Coconut 182 256 40. 6
O her agro-based goods 228 240 5.3



O her products 130 230 76.9

O her transactions 539 467 (13.4)

Source: National Statistics Ofice

Tabl e 3

Leadi ng Phil i ppi ne Markets
January - June 2000

Country of 1999 2000 Pct Gowh Pct Share
Destination (Value in M1189) (yly) 2000
TOTAL 15, 802 17,616 11.5 100.0
United States 4,922 5,120 4.0 29.1
Japan 2,194 2,552 16. 3 14.5
Net her | ands 1, 364 1,417 3.9 8.0
Si ngapor e 1, 115 1, 342 20.4 7.6
Tai wan 975 1, 334 36. 8 7.6
Hong Kong 767 902 17.6 51
Mal aysi a 692 686 (0.9 3.9
UK and N Ireland 781 780 - - 4.4
Kor ea 430 605 40. 7 3.4
Cer many 538 661 22.9 3.7
O hers 2,023 2,217 9.6 12.6

Source: National Statistics Ofice

ANTI - MONEY LAUNDERI NG EFFORTS

The Bangko Sentral recently took two new steps to conbat
nmoney | aundering, following its July 7 G rcular 251 which
di rected banks and BSP-supervi sed non-bank financi al
intermediaries to take nmeasures to record and verify the
identity of their custoners and to report unusual and
suspi cious transactions.

Crcul ar 253, dated July 31, focuses on reporting

suspi cious transactions in a prescribed fornmat. These
transactions include: outward and inward rem ttances

W t hout visible |egal purpose; unusual purchases of
forei gn exchange w thout visible |egal purpose; |arge and
conpl ex transactions with no apparent or visible |egal



pur pose; unusual sales of foreign exchange whose sources
are not satisfactorily established; and funds held or
managed as deposit substitutes suspected to have been
obtained fromillegal activities. Such reports should be
submtted within five banking days from the date of the
transaction; or the date the bank or financi al
institution obtained information that the transaction is
bei ng enpl oyed for noney | aundering purposes; or the date
the institution reasonably suspected that the transaction
is being used to | aunder proceeds fromill egal

activities. Circular 253 categorizes the report a "major
report” and stipulates penalties for del ayed subm ssion.

A separate Crcular Letter (also dated July 31) directs
banks to submt, wthin 30 days, their specific action
plans to conply with the requirenents of the BSP's July 7
Crcular 251, particularly with regards to the foll ow ng
provisions: to take reasonable neasures to establish and
record the true identity of clients; to exam ne and
establish in witing the background and purpose of

conpl ex, unusually | arge transacti ons which have no
apparent legitimte purpose; to report suspicious
transactions to conpetent authorities; to close deposit
accounts if there is reasonable ground to believe that
the proceeds are fromcrimnal or illegal activities; and
to devel op prograns agai nst noney | aunderi ng.

Using the Philippines' inclusion on the list of "Non-
Cooperative Countries and Territories" issued by the

Fi nanci al Action Task Force on June 22, BSP officials
continue to push legislators to relax bank secrecy | aws
as a mpjor step towards inproving anti-noney |aundering
efforts. The matter remains controversial, however, and
faces rough sailing in the Philippine Congress.

SEC SUPPORTS BSP ON BANK OWNERSHI P DI SCLOSURE

The Securities and Exchange Comm ssion (SEC) threwits
wei ght behind an April 19, 2000 Bangko Sentral circul ar
whi ch tightened disclosure requirenents on bank
ownership. Beginning wth the Decenber 1999 BSP-required
quarterly report on "Consolidated List of Stockhol ders
and their Stockhol dings", that circular directed
corporate secretaries of publicly-listed banks to

di sclose the ultimte beneficial owners of bank shares



now recorded as "Philippine Central Depository (PCD)

Nom nee Corporation”. Some brokers had resisted the
measure for reasons of client confidentiality. |In order
to ensure the cooperation of stock brokers in providing
banks' corporate secretaries with the required records
and information, the SEC issued a witten directive |ast
week for the PSE to coordinate with its nenbers and the
PCD to ensure i nmedi ate conpliance with the BSP' s

di sclosure rules. The PSE s president, in turn, issued a
menor andum t o nenber-brokers on July 31 reiterating the
BSP and SEC directives.

The Bangko Sentral had issued the April 19 circul ar
followng criticisnms over Lucio Tan's quick and sil ent
acqui sition through the stock exchange of a controlling
stake in Philippine National Bank -- and the bank

regul atory authority's enbarrassing inability to
expeditiously determ ne the extent and details of such
ownership control. The Bangko Sentral al so argued that
know edge on beneficial ownership was essential to
nmoni t ori ng bank conpliance with ownership-rel ated
prudential regulations (such as the single borrower's
[imt and limts on bank |loans to directors, stockhol ders
and related interests).

BW RESOURCES: THE TAX ANGLE

According to Bureau of Internal Revenue (BIR) officials,
a special team at the agency has been conducting its own
i nvestigation into capital gains and docunentary stanp
taxes (DST) which may have escaped coll ection from

al |l eged "over-the-counter"” (OIC) transactions on BW
Resources shares. The BIR inquiry — launched in March —
- began with |l eads contained in a controversial report on
BW Resources stock trading transactions rel eased in
February by the PSE s then Conpliance and Surveill ance

G oup (which resigned en nasse in March to protest the
PSE' s handling of the BW Resources investigation). That
report indicated that OIC transacti ons had been used with
several mani pul ative devices to drive up BW Resources
share price, and that certain taxes may al so have gone
uncol l ected in the process. (It is unclear if Philippine
officials are aware of the ironic fact that notorious
1920' s gangster Al Capone was finally convicted on
federal tax evasion charges.)



Publicly-listed stocks transacted "over-the counter”
(i.e., not transacted on the exchange) are subject to
capital gains and DST. Listed stocks traded on the
exchange are subject to DST and, in lieu of capital
gains, a preferential stock transaction tax. BIR
officials observed that scripless trading and the

Phi |l i ppine Central Depository's inability to distinguish
bet ween OTC and non-OIC transactions nmake it easier for
OTC trades to escape taxation. For greater transparency,
the recently enacted (July 2000) Securities Regulation
Code (SRC) now provides stronger |anguage on OTC
activities by prohibiting sales and purchases of
securities other than on a regi stered exchange "except in
accordance with rules and regul ations the Securities and
Exchange Commi ssion may prescribe”. SEC officials
interpret this as an outright prohibition on OTC trades,
unl ess the SEC draws up regul ati ons governing such
transactions (i.e., no rules, no OIC trades).

The BIR special team hopes to conplete its investigation
by the end of this quarter and to submt its findings to
hi gher BI R and Departnment of Finance officials for
approval. Should the government try to collect any
unpaid taxes, BIR officials expect the matter to be
contested, possibly ending up in the courts. That the BW
Resources tax angl e happens to be intertwined with a

| arger stock mani pul ation and price-rigging case could be
a conplicating factor.



